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within the health care industry that differs
fundamentally from the Plans' current business. A
decision to develop and implement an HMO is one
that moves Blue Cross and Blue Shield from the
ppsitions of operating financing mechanisms for the
health care received by subscribers to one of having
total responsibility for providing services as well.
Thus, the long-range decision involves more than
resource commitment; it involves issues of changing
relationships between the Plans and those subscribers
who might join an HMO and between the Plans and
the providers of health care services.
The study began in February 1980 with
identification of major task areas and establishing
data sources. By June 1980, the Blue Cross Plan and
the Blue Shield Plan consolidated. An ad hoc
consolidated Board committee was designated to
provide insight and guidance to the HMO staff
during the feasibility study.
As in any complex study, decisions had to be made
about time and cost limitations and their effect on
detail and scope of the study. Consequently, all areas
of the study did not receive equal emphasis. Where
the Plan had operating experience, staff only
identified issues and tasks which are required in a
developmental phase. Analytical emphasis was
directed at areas where other HMOs have
experienced difficulty and which differ significantly
from present Plan operations. These areas are
provider relations, marketing, and finance. Sound
business decisions are made when current, relevant
and reliable information are presented from different
perspectives. Staff continually updated information
throughout the study period and surveyed direct
sources to establish reliability. The remainder of this
summary briefly describes various forms of HMOs
and presents major findings, conclusions and
recommendations from the business venture analysis.

In March 1979, The Boards of Directors of Blue
Cross and Blue Shield of Florida, Inc., respectively,
passed resolutions to explore the Plans' potentials for
becoming involved in a health maintenance
organization (HMO). In line with a comprehensive
corporate planning initiative, exploration of
alternative health care financing and delivery systems
was appropriate action to resolve problems
confronting both the health care sector and the Plans.
Public concern over rising health care cost and the
Plans' commitment to achieving recognition as
innovators and community and industry leaders
justified a proactive response from the Plan.
An HMO, as an entity for directly or indirectly
providing comprehensive health care services within
the limits of pre-determined and fixed periodic
payments from enrollees, is a combined financing and
delivery system.
Experience elsewhere had demonstrated that
HMOs, in many instances, substantially effected
health service use and, ultimately, the overall cost of
those services. The need to evaluate HMO impact in
Florida was a task to pursue for Blue Cross and Blue
Shield. Involvement in a Florida HMO was a major
issue for the Plan.
The questions for study thus became: What
characteristics in the Florida market and health care
systems favor HMO feasibility or disfavor it and can
Blue Cross and Blue Shield benefit from a successful
HMO operation? While many HMOs had produced
positive results in lowering costs, some had failed a·s
viable operations. Hence, one could not assume
HMOs would necessarily succeed in Florida.
The HMO feasibility study purpose was to perform
a business venture analysis using systematic and
quantitative methods to determine whether Blue
Cross and Blue Shield should sponsor an HMO.
An HMO venture involves entering a business
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HMO CONCEPTS AND STRUCTURES
Many operating structures exist within the HMO
concept. However, all share the following generic
principles.
An HMO is a formally organized health care
delivery system. It serves a voluntarily enrolled
membership who have chosen the HMO plan from
among competing health care plans. Also, it serves a
specific geographic area and provides comprehensive
health maintenance and treatment services with
emphasis on health education, ambulatory services
and reduced hospitalization.
A predetermined and fixed periodic payment is
made on behalf of each person or family enrolled in
the HMO. Few additional charges are made to a
member for services defined within the HMO benefit
plan. Payments are pooled and used to support the
HMO services.
Unlike traditional types of health care coverage,
participating physicians share financial risk. Physician
financial reimbursement methods and peer review,
based on preestablished operational standards,
encourage use of health services which minimize

costs. Specifically, lower hospital use rates are
experienced in an HMO.
There are two ext::-emes in HMO organizational
structures with respect to type of physician
participation:
• Closed panel HMOs develop centralized
facilities and many employ a medical staff or
contract with a separately organized group
practice;
• Open panel HMOs are formed through
alliances with community physicians who
practice at their existing office locations and
who coordinate all HMO financial and
administrative relationships through an
individual practice association (IP A).
A hybrid of the closed panel and the open panel
extremes includes group practices, either single or
multi-specialty, for primary care and individual
physicians for specialty referral care, thus forming a
network of relationships.
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FINDINGS
Problem Identification

Target Area Analysis

The study of the HMO business venture began
with problem definition. A description of problems
existing in the health care industry and for Blue Cross
and Blue Shield of Florida is detailed. Problems of
cost, quality, access, and corporate market position
were analyzed. Attributes of HMO operations were
identified as possible solutions to some of these
problems.
The next step in this process relates the goals and
objectives of Blue Cross and Blue Shield to the
problems. The conclusion is that the Plan's pursuit of
HMO feasibility to solve some of the problems of
cost, quality, access and corporate market position is
related to and consistent with its corporate purpose.

Because an HMO embodies the limitations of a
specific geographic area, a target area analysis was
performed to identify a location in which to study
feasibility. Based on fourteen criteria which indicate
potential of market availability, Broward County was
selected from among Florida's major metropolitan
areas.
Then HMO business dimensions were analyzed in
the categories of marketing, provider relations,
finance, operations, legal issues and decision-making.
Each analysis related to the generic HMO structural
principles as well as to specific structural principles of
the closed panel, open panel and hybrid definitions.
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Market Analysis
structures and from employer groups and Medicare
market segments. With reasonable employer
cooperation and support and with continued
government HMO promotion, HMO membership by
the end of the fifth year of operation could reach over
39,000 in the open panel structure, 31,000 in the
closed panel structure, and 35,000 in the hybrid
structure. The market share required to achieve these
enrollment estimates is less than 10 percent of the
employer group segment and less than 4 percent of
the Medicare segment.
A benefit analysis indicates that the HMO benefit
coverage is more comprehensive than the average
benefit coverage provided by surveyed employers. The
coverage provides additional drug prescription
benefits and outpatient services.
A premium analysis demonstrates the weighted
average premium for single and family coverage
under existing programs to be $44 and $109 per
month, respectively. Using these averages, HMO
premiums for employer group coverages and
Medicare supplemental coverage can be priced
competitively and result in financial breakeven within
the first five years of operation for the closed panel
and hybrid structures.
Premiums for the open panel structure would have
to be set marginally higher in order to achieve
breakeven. This could result in adverse selection,
leading to financial instability.

The market analysis was an extension of the target
area study. It details more characteristics about the
marketplace which can positively and negatively affect
HMO development. It specifically evaluates
enrollment opportunities which successful HMOs
have experienced.
Demographic information about Broward County is
included and indicates no major barriers to population
growth or development exist. The transportation
system, population mobility and access to HMO
services are identified as potential issues for the
closed p anel and hybrid structures.
Major health care purchasers are the focus for
understanding HMOs' potential acceptance within .
Broward County and for determining competitive
standards for HMO health care benefits and price.
During individual and group discussions with
employers having over 500 employees, concerns about
and attitudes towards HMOs were not different from
employers' views in other areas where HMOs have
been marketed. This indicates support and access to
group enrollees can be expected to be as positive as
that experienced in other areas with successful
HMOs. Federal encouragement of HMO development
and administrative budget constraints emphasize the
desirable inclusion of Medicare recipients in HMO
enrollment.
Based on the above findings and the experience of
other HMOs, five-year enrollment estimates were
prepared for each of the three organizational
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Provider Analysis
county contribute substantially to HMO concept
visibility and potential understanding by physicians.
The greater the amount of HMO visibility and
acceptance by HMO participating physicians and
patient members, the greater may be the recognition
by non-participating physicians that HMOs offer
incentives for them to participate as well.
A stable and experienced group of primary care
physicians was implied from 75 % of surveyed
physicians who are under age 55 with many years to
continue their practices. Also, newer practices are
being established by younger physicians.
Most importantly, positive physician interest to
participate was shown for each HMO structure. This
demonstrates a willingness of Broward County
physicians to consider HMO relationships. Actual
physician commitment could not be confirmed during
the feasibility phase because specific contract terms
were not identified or negotiated. However, this is an
encouraging indicator for the Plan to proceed to the
planning and development phase and to enlist
commitment from physicians. The varying degrees of
physician HMO support throughout Broward County
will have to be understood in greater detail in order
to promote provider community acceptance.

The provider analysis established provider service
availability. The study emphasis was on availability of
primary care physician specialties (pediatrics, general
and family practice, internal medicine and obstetrics
and gynecology). This emphasis shows that an HMO
is responsible for providing care that is rendered by
physicians in various settings. Further, it recognizes
that an HMO is dependent upon primary care
physicians to coordinate patient care to meet a
majority of day-to-day delivery needs and to fulfill the
goals and objectives of the HMO.
Broward County has an over supply of specialists
which supports assurance of referral services available
to an HMO. Despite an overall high physician-topopulation ratio, Broward County has three
designated medically underserved areas for primary
care services. These areas pose a challenge for an
HMO delivery system design which considers patient
access and maldistribution problems. The county
growth pattern appears to offer incentives for
primary care practice growth.
Almost half of the 1,088 Broward County primary
care physicians have some HMO concept awareness.
The Plan's surveying of physicians and the presence
of two operational and one developing HMO in the
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Financial Analysis

cumulative operating deficit of $2.8 million. The
payback occurs within the sixth year of operation.
The open panel and hybrid structures do not
include investment in a primary care facility.

The financial analysis determined whether each
HMO organizational structure can be expected to
provide a defined set of comprehensive benefits and
finance its debts within the limits of premium income
from estimated enrollments. A tested financial
planning model was the tool for producing five-year
financial forecasts for each structure. It was used to
test findings from the market and provider analyses.
Different assumptions about inflation rates,
hospital use rates and premium increases were also
tested for each structure. The criterion for financial
feasibility was to demonstrate that an HMO can
breakeven within the first five years of operations
based on reasonable assumptions.
The closed panel achieves financial breakeven in
the 45th month of operation with 20, 159 members
and a cumulative operating deficit of $4.4 million.
The payback occurs within the sixth year. These
financial projections include capital investment in a
primary care facility which is depreciated over time.
The open panel does not achieve breakeven in the
five-year planning period. In the fifth year, the open
panel losses are $1.5 million and cumulative losses
are $7 .6 million. Extended projections show that
breakeven can occur early in the seventh year with
45,080 members and total cumulative operating
deficit of almost $8 million. The payback occurs
within the ninth year of operation.
The hybrid structure achieved breakeven in the
49th month with 26,468 members and a total

Legal Analysis
The legal analysis determined whether federal or
state laws include barriers to developing a Plan
sponsored HMO. A review of HMO specific laws
found no major barriers. However, many legal issues
exist which must be incorporated into service
contracts during the planning and development
phases. A desirable Plan - HMO organizational
relationship must be developed.
Present regulations and market conditions
necessitate the development of a federally qualified
HMO.

Management and
Decision-Making
Blue Cross and Blue Shield's unique emphasis in
this business venture analysis was determining
potential roles within and relationships between the
HMO and the Plan. This analysis considered complex
issues about the organizational decision-making
processes for both the HMO and the Plan and how
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Management and
Decision-Making

involvement, HMO day-to-day management varies by
organizational structure. An HMO's potential degree
of control within three studied HMO organizational
structures was assessed by risk factors of
administrative costs and medical costs. The higher the
HMO degree of control, the lower are the risks. What
becomes clear is the effectiveness of an HMO' s
control is dependent on the type of organizational
structure.
Blue Cross and Blue Shield may desire to assume
maximum responsibility of HMO operations but it
can lose control within the context of developing an
HMO structure. Maximum control is within the
closed panel structure; minimum control is within the
open panel structure. The hybrid HMO structure
represents a trade off whereby the Plan may
relinquish some decision-making and administrative
controls to maintain provider effectiveness and
commitment to participate in the HMO.

(Continued)

these relate to each entity's day-to-day operations.
Two levels of evaluations were explored. First, the
Plan's potential degree of control over a generic
HMO structure was assessed within possible
contractual arrangements. These arrangements ranged
from minimum vendor of specific services for an
independent HMO to maximum responsibility for
development of HMO programs and support
functions, connoting total ownership and operation of
the HMO by the Plan. Many alternatives are available
to the Plan, but the amount of capital investment in
any of the HMO structures dictates a high degree of
Plan control is desirable.
Second, irrespective of Blue Cross and Blue Shield

CONCLUSIONS AND RECOMMENDATIONS
The HMO business venture analysis indicates
that all categories, marketing, provider relations,
financing and legal, are feasible for closed panel and
hybrid structures. The open panel is not financially
feasible within "the first five-years for breakeven"
criterion. The HMO Development staff recommends
to the HMO Board Committee that staff be

authorized to proceed to the planning and
development phase for a hybrid HMO in Broward
County with the understanding that priorities may be
altered because of the potential opportunities
available either by way of developing HMOs and/or
acquisition that may be found during the planning
and development activity.
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DECISION PHASE
HMO development decision-making is an
incremental process for the Plan. The publication of
this report is a step in this process. Many groups
with varied interests and concerns must be involved
in the process. Information pertaining to the local
community may not be known without this
involvement. Therefore, review and counsel by many
community groups will be sought. Such review will
stimulate objective criticism and will contribute to
a sound business decision.
First, the HMO Committee of the Blue Cross and
Blue Shield Board will review the study prior to a
formal presentation to the entire Board. Second, the
Board will be asked to begin reviewing the study at
a informational meeting in July 198 I.
The HMO Committee will ask the Board to take

action within a short time period. The study will also
be distributed .to a broad cross section of the Florida
community. Plan staff will analyze and incorporate
input from community sources into the existing
feasibility study data.
Blue Cross and Blue Shield of Florida, Inc.
welcomes comments on this study. Written comments
are preferred. Additional information about this
study is available and can be obtained by calling
(904) 791-6086 or by writing to:
HMO DEVELOPMENT DEPARTMENT
BLUE CROSS AND BLUE SHIELD
OF FLORIDA, INC.
P. 0. BOX 1798
JACKSONVILLE, FL 32217
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HMO ORGANIZATIONAL STRUCTURES

CLOSED PANEL

OPEN PANEL
CHARACTERISTICS
•

contract
Hospital(s)I 4
I

•

Hospital
- HMO contracts with
community hospitals
for inpatient services
Physicians
~ HMO salaried employees
- Multispecialty
group practice
- Care rendered exclusively
to HMO enrollees

CHARACTERISTICS

Hospilal(s)

~
contracts

V
EXAMPLE : HMO of Pennsylvania.
Willow Grove. PA

EXAMPLE : • Group Health Association ,
Washington, DC
• Harvard Community Health Plan
Boston
• Rutgers Community Health Plan , NJ

HYBRID
CHARACTERISTICS

Hosp1tal(s)

I

contract

•

Hospital
- HMO contracts with
community hospital(s)
for inpatient services

•

Physicians
- Existing independent.
fee -for - service multi or
single specialty groups
- HMO patients usually a
minor part of total group
practice

EXAMPLE : • Health Net , Van Nuys. CA
• HMO Illinois . Inc ..
Chicago

Source:

Zelten, A.A. Alternative HMO Models, (Philadelphia: National Health Care Management Center,
University of Pennsylvania, 1979).
Blue Cross and Blue Shield of Florida, Inc., HMO Development Department, 1980.

•

Hospital
- HMO contracts with
community hospitals
for inpatient services

•

Physicians
- Traditional
fee-for-service setting

•

IPA contracts with HMO
- Individual physicians or
single specialty groups
contract w ith IPA
- Accept financial risk
- HMO patients are a
small percentag e
of total practice

